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those currency pegs are where the
economic similarities between Latvia and

Argentina stop.

For example, Latvia and its Baltic
neighbours are models of fiscal

prudence. This was not the case at the
turn of the 21st century in Argentina.

In the monetary sphere, there is a
straightforward way to determine the
degree to which a monetary authority

with a fixed exchange-rate regime

respects the rules of orthodoxy. The
most rule-bound system is a currency
board. Just what is a currency board? It
is @ monetary authority that issues notes
and coins convertible on demand into a
foreign anchor currency at a fixed rate of
exchange. As reserves it holds low-risk,
interest-bearing bonds denominated in
the anchor currency and typically some
gold. The reserve levels are set by law
and are equal to 100 per cent, or slightly
more, of its monetary liabilities (notes,

coins, and if permitted, deposits).

By design, a currency board has no
discretionary monetary powers and
cannot engage in the fiduciary issue of
money. Its operations are passive and

automatic. The sole function of a
currency board is to exchange the

domestic currency it issues for an anchor
currency at a fixed rate. Consequently,
the quantity of domestic currency in

circulation is determined solely by

market forces, namely the demand for

domestic currency.

For a currency board, net foreign

reserves (foreign assets minus foreign
liabilities) should be close to 100 per
cent of the monetary base (also called
reserve money). Moreover, "reserve

pass-through" (the change in the

monetary base divided by the change in
net foreign reserves over the period in
question) should also be close to 100 per

cent.

During the three years before the peso's
demise, Argentina's convertibility system
was not operating like a rule-bound

currency board system (see

accompanying chart). Indeed, its reserve
pass-through was not even close to 100
per cent, and after mid-2001, its net
foreign reserves, as a percentage of its
monetary base, fell well below 100 per
cent. By comparison, Latvia's monetary
system - even though not legally a
currency board system - is operating as
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though it were one. In consequence, Browser battle finds way to
Latvia could convert its entire monetary advertiser's door

base into euros at the current exchange

rate. The same can be said of Estonia

and Lithuania - two countries that

officially adopted currency board systems

in 1992 and 1994, respectively. The data

speaks clearly. Latvia and its Baltic

neighbours are not repeats of Argentina.

Steve H. Hanke is Professor of Applied
Economics at The Johns Hopkins
University in Baltimore and Senior
Fellow at the Cato Institute in
Washington, DC.

Sources: International Monetary Fund's
International Financial Statistics (June
2009) and author's calculations
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